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Postwar Consumer Service Demand 


OFTEN NOTED that consumer demand for 
goods and services has been major source 
strength the postwar economy. Recent 
events again serve stress that point. For 
personal consumption supplied 
nearly three fifths the $21 billion gain 
goss national product between the prereces- 
sion peak 1957 and the first quarter this 
year. This increase personal consumption, 
supported generally high and rising flow 
income, well-known. What not well 
appreciated that the gain came largely 
service expenditures, rather than the pur- 
chase tangible goods. 

Yet, similar shift emphasis toward 
services has been characteristic consumer 
expenditures throughout the postwar period. 
Service outlays have been climbing steady 
while expenditures for goods have 
spurted rapidly times, only slow down 
other periods. consequence, the rela- 

Sains the various categories con- 

sumer expenditures are strikingly different. 
From 1947 1957, outlays for services ad- 
vanced 107 per cent; those for nondurable 
goods, per cent. Meanwhile, total personal 
consumption rose per cent and disposable 
personal income, per cent. 

Consumer outlays for services, thus, have 
had important influence the trend 
consumer spending the postwar period. 
During each the three postwar recessions, 
service expenditures showed continued growth 
thereby offset part the weakness 
purchases goods, particularly durable items. 
result, service outlays have contributed 
the maintenance buying during the reces- 
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sions and the stabilizing influence con- 
sumption during the cycles. 

course, the growth service outlays 
and the relative strength total consumer 
purchases during the postwar recessions oc- 
curred under conditions characterized 
sustained personal income and the 
absence severe and prolonged unemploy- 
ment. this environment, however, the 
steady growth services contributed the 
maintenance the consumers’ propensity 
consume line with current income. 

view the growing importance serv- 
ice expenditures, useful for purposes 
current economic analysis understand the 
forces contributing that growth. what 
extent may the steady advance due tem- 
porary factors? Or, what degree may the 
growth reflection long-run changes 
consumer demand? The answer such ques- 
tions, even only partly obtained, may aid 
materially appraising the vitality con- 
sumer expenditures the future. 


The Price Influence 

Reflecting the persistent growth service 
outlays during the postwar period, the goods- 
services composition consumer expenditures 
has shifted significantly. During the decade 
ended 1957, the service proportion rose 
from per cent more than per cent. 
Such shift—more than percentage points— 
the distribution current dollar expendi- 
tures decade remarkable change. 

The change, however, not altogether real. 
That is, real terms, does not represent 
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equivalent magnitude, because the change 
also reflects the differential price movements 
the period. Insofar those movements can 
measured, they were marked indeed. Serv- 
ice prices advanced per cent during the 
decade, measured the implicit price in- 
dexes the GNP accounts, about twice 
much prices consumer goods. Thus, ap- 
proximately two fifths the relative increase 
current dollar expenditures for services was 
accounted for higher prices. 

significant degree, this rapid rise 
service prices represented catching-up with 
earlier advances the prices consumer 
commodities. The latter, after falling more 
than service prices the early rose 
substantially more from then until shortly 
after World War II. 1947, commodity 
prices were significantly higher relative 
1929 than service prices. Since the war, the 
gap has been reduced service prices rose 
sharply. Despite these adjustments, however, 
service prices still have risen less than com- 
modity prices since 1929. 1957, they were 
per cent higher, while commodity prices 
were per cent. 

After adjusting for these differential price 
movements, express volume services 
rather than dollar value, changes the goods- 
services distribution consumer expendi- 
tures are modified several ways. For ex- 
ample, taking into account the relatively low 
level service prices immediately after the 
war raises the real share total expenditures 
for services. Accordingly, the postwar increase 


Total goods and services 


Services 
Housing (14.5) 
Other (26.1) 

Durable goods 11.7 

Nondurable goods 


SOURCE: Department Commerce. 


Distribution Consumer Expenditures 


Per Cent Based 
Current Dollars 


the service proportion reduced 
tially. 1957, furthermore, 
dollar proportion service expenditures 
nearly line with the 1929 proportion. 
Among the goods components 
expenditures, also, several significant 
are indicated the constant-dollar 
The wartime bulge the share 
goods expenditures was reduced, indicating 
the extent price advances for soft gook 


during the period. addition, the 
increase real nondurable goods 
tion has been relatively slow, may facto 
the declining share soft goods, not tures 
since the end the war but also since the 
the other hand, expenditures for ‘ures 
goods, line with apparent long-run shelt 
encies, absorbed rising share total ship 
sumer expenditures during the last 
The Pattern Service Expenditures 
Thus, with the advance standards 


ing during the postwar years have come 
changes the way 
their spending. appraise properly 
such changes have influenced the growth 
service expenditures, some knowledge 
various items classified services 
sary. Certainly, would readily 
that expenditures such those for 
care, personal care, public transportation, 
recreation are service outlays. 

But the definition services 
ably broader. Services include all 
outlays for which physical goods are 


Per Cent Based 
Constant (1957) Dollars 
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31.1 37.5 38.1 34.9 
(21.7) (25.1) (28.0) (24.4) 
12.4 14.0 11.5 11.9 
56.5 48.5 50.3 53.3 


return. Accordingly, outlays for rent 
household utilities, among others, are 
expenditures. The rent category, 
should noted, includes both cash rental 
payments tenants and rent” 
for owner-occupied dwellings. The imputation 
designed provide for the uniform treat- 
ment tenant-occupied and owner-occupied 
housing the national income and product 
accounts. 

Housing. The rising demand for housing, 
fact, has been the most important 
factor the postwar rise service expendi- 
tures. Almost half the 1947-57 increase 
the service share total consumer expendi- 
tures was accounted for spending for 
shelter. The marked increase home owner- 
ship supplied the major proportion the 
gain, with imputed rents owner-occupied 
dwellings rising more than two and one half 
times. Meanwhile, cash rents doubled. 

While the proportion total current-dollar 
expenditures going housing 1957 was 
significantly higher than the end the 
war, was still substantially lower than 
1929, This reflects the relatively low level 
rents. Rental rates declined more during the 
early than other prices and recovered 
less before World War II. Subsequently, dur- 
ing the war and early postwar periods, rents 
were held check controls. Accordingly, 
while rising faster-than-average rate 
recent years and thus also contributing the 
mounting total shelter expenditures, rents 
remain relatively low comparison with 1929. 

terms real spending (adjusted for 
price the share total expenditures 
going for housing 1957 was larger than 
1929, well 1947, The gain, course, 
was due the large number new dwelling 
units constructed and the improvement 
the average quality housing. rapidly 
expanding population, growth household 
formation, unusually favorable mortgage 
terms, and other factors were behind the post- 
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Prices Consumer Goods and Services 
GNP Implicit Indexes 
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Postwar Consumer 


war building boom. The improved quality 
that housing reflects the upgrading associated 
with the shift from tenant- owner-occupied 
housing. Home ownership had been tending 
upward prior the interruption occasioned 
the depression and the war period. the 
postwar years, the trend was resumed and 
about per cent all nonfarm residences 
were owner-occupied 1957, compared with 
per cent 1940. 

noteworthy that, when housing ex- 
cluded from service expenditures, the rela- 
tionship the remaining service outlays 
total consumption modified considerably. 
current dollars, their share increased dur- 
ing the postwar period about the 1929 
proportion. real terms, however, the share 
services other than housing changed little 
during the postwar years and declined 
preciably from 1929. This comparison serves 
point the inflating influence rising 
prices the advance nonhousing service 
expenditures the postwar period. 

Household Operation. Associated with the 
increased importance housing has come 
rising volume expenditures for household 
operation. way, this the natural accom- 
paniment substantially enlarged stock 
housing. Yet, operating expenditures have 
been swelled also the increased number 
and variety appliances. Outlays for elec- 
tricity and gas have increased more than 
those for goods and for most services. 
matter fact, expenditures for electricity, 
gas, water, and telephone account for about 
third the relative shift consumer out- 
lays services the decade 1947-57. 
interesting, but not surprising, note that 
part this increase was offset the de- 
clining relative importance domestic serv- 
ice consumer expenditures. Purchases 
domestic service have increased rather slowly 
the postwar period due the expanded 
use appliances well the limited 
availability domestic help. 


percentage points 
Housing 
Owner-occupied 
Tenant-occupied 
Personal business 
Interest personal debt 
Household operation 
Medical care 
Transportation 
Recreation 
Religion and welfare 
Apparel service 
Private education and research 
Personal care 


NOTE: Columns not add totals because rounding and 


omission minor netting the foreign travel 
SOURCE: Department Commerce. 


the expanded outlays for electricity 
gas, substantial proportion may tram 
lated into real gains. Rates for these 
services have increased only about half 
much the average all services since 
war. Relative the prewar period, 
and gas prices have risen less than the price 
any other service. and large, the slower 
rate price increase for these items related 
several factors. Large strides the 
ficiency electric power production and dit 
tribution and natural gas transmission were 
achieved during the postwar period. 
same time, important element cost- 
the lowe 
equipment prices bygone years. Then 
labor costs are relatively small proportion 
total production costs. Finally, since the 
rates are established public commissions, 
they tend lag somewhat. 

Personal Business. Even though housing 
and household operations comprise 
proximately half the total service 
penditures, their influence this sector 
consumption extends even further. The put 
chase large numbers appliances for new 
homes, well for existing homes, 
involved the use vast amounts 


| 
| 
| 


Similarly, increased emphasis auto- 
mobiles—influenced the trend toward 
home ownership—has called for 


more credit. The larger volume debt has 


resulted rising outlays for interest charges, 
which are component service expendi- 
tures. During the decade 1947-57, interest 
personal debt rose substantially per cent 
total consumer outlays. Part the increase, 
course, reflects the fact that personal debt 
was largely paid off during the war and was 
still very low 1947. 

While increased interest charges have also 
been largely responsible for larger personal 
business outlays, other factors have contrib- 
uted its postwar expansion. Included 
this group are expenditures for handling life 
insurance, services furnished financial in- 
termediaries, and bank service charges. Taken 
together, the various items personal busi- 
ness supplied the second largest share the 
service gain total consumption expenditures 
the postwar period. 

Transportation. The rapid advance the 
stock consumer durables has resulted 
tems. For example, the care and repair 
durable goods has increased markedly. Out- 
lays for auto repairs and auto insurance 
premiums have increased substantially. Price 
advances, course, have contributed the 
higher expenditures. While auto repair prices 
have risen about much the average all 
service prices, auto insurance rates have more 
than doubled since 1947. 

turn, the increased use automobiles 
has affected expenditures for other rta- 
tion services. Outlays for local city public 
and intercity rail and bus trans- 
have experienced absolute de- 
during the postwar period, and taxicab 
expenditures have fallen relative all serv- 
The real purchases these forms 
have declined even more be- 
cause all have increased price. Transit 
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fares, for example, have more than doubled 
the postwar period. For transportation 
whole, despite increases associated with 
auto and airline travel, the lag local and 
intercity bus and rail expenditures has re- 
sulted decline its relative importance 
consumption outlays. 

Recreation. Expenditures for recreation also 
have shown relatively small increases since 
the war. Within the category, however, broad 
changes have been manifest. Television and 
radio repairs spurted from $140 million 
1947 about $650 million 1957. Mean- 
while, motion picture admissions declined 
nearly third and expenditures for other 
forms recreation did not gain much 
the average for all services. 

Medical Care. Another significant develop- 
ment postwar consumer expenditures for 
services has occurred those for medical 
care. Outlays for hospital care have risen 
sharply, medical care has become increas- 
ingly institutionalized. the same time, how- 
ever, may noted that there has been 
correspondingly sharp advance payments 
physicians. Undoubtedly, one the im- 
portant factors contributing the increase 
hospital services has been the widespread 
use hospitalization plans. 

Accompanying the increased use hos- 
pitals have been substantial price advances. 
Hospital rates have shown one the largest 
increases all items the Consumer Price 
Index. Since the early postwar years, they 
have more than doubled. addition, group 
hospitalization rates have increased sharply. 
Physicians’ and dentists’ fees, the other 
hand, have moved along generally line with 
all service prices. 


Toward the Future 


retrospect, may seen that real 
terms consumer purchases services have 
comprised relatively stable share total 
consumption over the period since 1929, with 
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Postwar Consumer Service Demand 


the last decade marked persistent rise 
from the rather low proportion the end 
World War II. The relationship less stable 
current prices, however, because price 
differentials between services and other con- 
sumer items. Within the service total, rather 
broad shifts expenditure patterns may 
noted. major extent, these shifts are re- 
lated three factors: the trend toward home 
ownership and improved housing, the growth 
auto transportation, and the growth 
home appliances, including television. 

has been suggested, service outlays are 
rather insensitive short-run changes con- 
sumer income. Both the price and consump- 
tion many important services, matter 
fact, show little change response the 
short cyclical movements the postwar 
period. This seems reasonable, course, be- 
cause current outlays for rents, utilities, and 
many other service items would not ex- 
pected vary with mild changes over-all 
economic activity. 

may noted that the estimating proce- 
dure for service outlays relies heavily upon 
the relative stability such purchases. For 
example, quarterly estimates the rental 
value nonfarm housing—owner-occupied 
well tenant-occupied—are calculated the 
basis the number occupied dwelling 
units multiplied the rent component 
the Consumer Price Index. result this 
treatment, rent has become stable, gradually 
rising expenditure, which relatively un- 
affected short cyclical changes general 
activity. The inherent stability such outlays, 
however, tends reduce the error which 
might occur from the use this technique 
the expenditures fluctuated more broadly. 

important degree, the rapid expan- 
sion service expenditures during the post- 
war period represents correction disloca- 
tions. Until about 1929, service expenditures 
increased more rapidly than those for 
goods. Subsequently, during the depression 


the 1930’s and the war, price and 
conditions were distorted and service 
did not rise much those for goods. 
consumer demands change through time 
therefore offer reason expect past 
and consumption patterns restored, 
enforced nature the modifications 
the 1930’s and early 1940’s suggests thy 
strong forces were tending 
earlier relationships during the 
postwar period. Thus, large part 
service developments undoubtedly 
rection distortions which developed 
price structure and the supplies goods 
and services. This has probably been 
larly true the case housing 

this point, seems likely that service 
expenditures will continue add appreciably 
total consumption outlays. The 
toward home ownership and improved 
ing and the associated requirements for dur 
able household goods still active. Futur 
changes expenditure patterns resulting from 
this influence, however, may well less 
ing than they have been the past decade 
Rental rates, for example, have risen les 
rapidly recently, reflecting the basic 
realignment supply and demand housing, 
the other hand, residential utility rates wil 
probably tend upward the 
capital equipment the postwar period 
comes more important the rate-making 
base. 

has been pointed out that many the 
recent increases service outlays are 
those involving essentially labor 
these services, such domestic help and 
personal care (haircuts for example), 
limited opportunity for gains produc 
tivity. Thus, their prices are directly linked 
wage rates the economy whole. This 
suggests that, consumer demands for such 
services increase, their prices will probably 
rise relative the average for all goods and 
services. 
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Individual SAVING 


1958, wHEN the economy was 

moving rapidly toward the April trough 
the 1957-58 recession, concern was ex- 
pressed some quarters that the cyclical 
contraction might accelerated sharp re- 
ductions consumer outlays. Some observers 
believed that economic contraction threatened 
reduce personal and disposable income and 
induce cumulative decline consump- 
tion expenditures. now matter record 
that these outlays were maintained remark- 
ably well. Indeed, the view some ob- 
servers, the consumer played crucial role 
halting recession and promoting economic 
recovery. 

Some commentators contended early 
1958, however, that consumers were reduc- 
ing current outlays result doubts 
concerning future employment and income 
prospects. Increases time and savings de- 
posits and purchases savings and loan 
shares were cited evidence that consumers 
preferred liquid “near money” assets cur- 
rent consumption. 

Evidence shows clearly that consumption 
declined insignificantly during the recession. 
The decline was concentrated durable 
goods acquisitions, particularly new auto- 
mobile purchases, producing change the 
pattern total consumption expenditures. 
Shifts also occurred the forms saving 
cyclical contraction. Changes 
particular forms saving, accepted 
index total saving, were likely therefore 
promote misleading incorrect im- 
pression over-all saving behavior. 

Logically, the division income between 
consumption and saving should expected 
reflect range decisions which deter- 


Monthly Review June 1959 


mine the form, pattern, structure these 
two alternatives, well their aggregative 
division. Numerous factors, among which are 
total income and its distribution among in- 
dividuals, expectations, and both the level 
and structure prices and interest rates, 
influence the division income between sav- 
ing and spending and the structure each 
these alternatives. 

these interrelationships and the potential 
changes financial other forms sav- 
ing unrecognized, distorted view the 
over-all saving performance could result dur- 
ing the current period economic expansion. 
Indeed, reports based upon inconclusive evi- 
dence have suggested that saving declined 
during the early months 1959. period 
which the growth time and savings deposits 
appears have slackened seems 
opportune one which look more closely 
both the composition and level total 
saving and financial saving during the recent 
period recession, recovery, and expansion. 


Measures Saving 


“Saving” may have substantially different 
meanings for different individuals. Further- 
more, various measures saving may 
desired depending upon their purpose. brief 
description two broad measures individ- 
ual saving currently available third 
added with the release Federal Reserve 
data sources and uses saving) and the 
different purposes for which they might 
used facilitates the examination the recent 
record. 

One these measures, prepared the 
Securities and Exchange Commission, shows 
various forms financial saving individ- 
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Individual Saving 


uals, including the saving selected forms 
unincorporated businesses, trust funds, and 
nonprofit institutions. These savings include 
currency and demand deposits, time and sav- 
ings deposits, savings and loan shares, private 
and government insurance and pension re- 
serves, and securities. Changes total hold- 
ings these assets measure adjustments 
the over-all liquidity position individuals. 
Changes individuals’ holdings these as- 
sets also provide measure funds supplied 
directly indirectly the capital markets. 
Only selected components individuals’ fi- 
nancial saving can used for this purpose, 
however, since increase demand deposits 
and currency holdings form saving 
which does not represent supply 
funds the capital market. Furthermore, 
total financial saving individuals overstates 
the amount funds supplied the capital mar- 
kets the extent that individuals also absorb 
funds from the market. This difficulty re- 
solved estimating individuals’ absorption 
funds and computing net financial saving 
which represents the difference between total 
saving financial form and increases in- 
debtedness mortgage, consumer, and 
security loans. 

second broad measure saving, pre- 
pared the Department Commerce, 
represents the difference between disposable 
personal income and personal consumption 
expenditure. This concept saving by- 
product the definition consumption. Its 
magnitude part result the definition 
consumption. For example, purchases 
new homes are not treated current con- 
sumption the Department 
the other hand, durable goods purchases 


*While construction new housing treated 
investment rather than consumption the Depart- 
ment Commerce, rental payments and the imputed 
rental value owner-occupied housing treated 
current consumption. See the accompanying Monthly 
Review article. 


are treated current consumption 
though for some purposes they might 
sidered form saving, particularly view 
the fact that durables have rather long 
useful life and this respect have some 
the characteristics housing. Any definition 
necessarily involves some degree 
ness and the appropriateness particular 
definition ultimately must judged the 
purpose designed serve. 

For the measurement individuals’ saving 
supplied the capital market, the Commerce 
series clearly inappropriate. While new 
home purchases are not introduced explicitly 
personal saving, credit-financed purchases 
housing produce absorption personal 
saving and reduce, therefore, the net supply 
funds offered individuals the capital 
market. For example, disposable income 
mained unchanged while new home purchases 
rose and nondurable goods expenditures 
clined equal amount, saving would 
increase, but this rise saving likely would 
demands for credit. the other hand, 
increase durable goods expenditures 
companied decline equal amount 
nondurable goods expenditures would have 
effect saving disposable income were 
unchanged, but such shift the pattern 
expenditures probably would also increase 
dividuals’ demands for funds. 

The Commerce Department definition 
saving includes other uses disposable 
come, such unincorporated business and 
farm acquisition plant and equipment, 
changes net receivables, and changes 
inventories which not represent flows 
funds the capital market. addition, 
should noted that this concept saving 
excludes changes government insurance 
reserves. 

The Commerce Department series provides 
superior measure cyclical responses 
the division disposable income between 
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consumption and saving, within the limita- 
tions imposed the innate arbitrariness 
the definition consumption. However, for 
analysis saving representing supply 
funds the capital market, the SEC series 
superior. The use SEC data the en- 
suing discussion confined primarily the 
analysis some major changes the forms 
financial saving during recession and re- 
covery. The Commerce series used for 
analysis the behavior aggregate saving 
which represents flows individuals’ funds 
directly indirectly into financial markets 
and direct acquisitions investment goods. 
The purpose the latter analysis review 
the response consumers recent cyclical 
fluctuations while the purpose the former 
identify some factors responsible for 
changes total financial saving and the forms 
financial saving placed directly indi- 
rectly the capital markets. 


Saving Recession and Recovery 


The weight evidence not consistent 
with the contention that saving rose during 


Saving and Consumption 


billions dollars, seasonally adjusted quarterly totals 
annual rates 


Saving- 
Disposable Income 
Income Consumption Saving 
1956 
Fourth quarter 297.2 275.4 
1957 
First 300.0 279.8 20.3 
Second quarter 305.7 282.5 23.2 
Third quarter 308.7 288.3 20.4 
Fourth quarter 306.8 287.2 19.6 
1958 
First quarter 306.1 286.2 19.9 6.5 
Second quarter 309.0 288.3 20.7 6.7 
Third quarter 315.1 291.5 23.6 
Fourth quarter 315.8 295.9 19.9 
1959 
First quarter 320.9 300.5 20.4 


SOURCE: Department Commerce. 
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the period recession and recovery. While 
consumer outlays declined $2.1 billion (sea- 
sonally adjusted annual rates) between the 
third quarter 1957 and the first quarter 
1958, significant that decline dis- 
posable income paralleled this fall outlays. 
Furthermore, decline saving totaling $3.6 
billion (seasonally adjusted annual rate) oc- 
curred during the second half 1957. More- 
over, decline the ratio saving income 
between the second and third quarters and 
between the third and fourth quarters 1957 
suggests that saving was sacrificed order 
maintain consumption expenditures. 

general observation, appears that 
saving was lower during the economic decline 
the fourth quarter 1957 and the first 
quarter 1958 than was typical for the pre- 
ceding period expansion for the period 
recovery. Furthermore significant that 
saving was moderately lower the average 
for the period from the fourth quarter 1957 
through the third quarter 1958 than during 
the preceding year. The slight weakening 
tendencies consumption during the contrac- 
tion apparently were not attributable 
rise saving. Moderate declines both con- 
sumption and disposable income were re- 
versed the second quarter 1958 and con- 
sumption expenditures regained the $288.3 
billion level established the third quarter 
1957 and have established new records 
each successive quarter since that time. More- 
over savings volume and the saving-income 
ratio rose concurrently during the second and 
third quarters 1958. Disposable income was 
affected materially the third quarter 
1958 retroactive pay raises Government 
employees which also may have been im- 
portant element underlying the third-quarter 
rise the saving-income ratio. 


Patterns Saving Recession and Recovery 


Substantial structural changes the com- 
position individuals’ savings occurred dur- 
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Saving 


ing the 1957-58 period recession and re- 
covery. These may characterized broadly 
fixed-value redeemable claims (such time 
and savings deposits, savings and loan shares, 
and savings bonds), reduction the 
rate which indebtedness was incurred, and 
reduction the flow saving into market- 
able securities. more detailed examination 
these changes and the factors responsible 
clearly indicates the danger using selected 
categories saving index total saving 
behavior. 

Shifts the composition individuals’ sav- 
ing financial forms during recession and 
recovery can demonstrated comparing 
the record for the four quarters preceding the 
economic downturn with the record for the 
year from the fourth quarter 1957 through 
the third quarter 1958. The periods over 
which changes saving forms occurred can- 
not expected correspond precisely 
these periods, however, but comparison 
the patterns financial and other forms 
saving these two periods does have the 
advantage minimizing seasonality the 
behavior specific saving forms. 

The most striking increase financial sav- 
ing between the prerecession year and the 
year recession and recovery was registered 
individuals’ fixed-value redeemable claims, 
notably time and savings accounts and savings 
and loan association shares. During the year 
ended with the third quarter 1957, saving 
currency and deposits totaled $5.9 billion, 
20.9 per cent total financial saving. Sav- 
ing time and savings accounts—including 
shares and deposits credit unions until the 
beginning 1958—amounted $6.5 billion. 
Stimulus this form saving, well 
other forms, was provided advanc- 
ing levels income. addition, how- 
ever, advances interest rates paid 
time and savings accounts prevented the 
relative attractiveness these deposits from 


Changing Forms Financial Saving 
Recession and Recovery 


TIME AND SAVINGS 
ACCOUNTS 


SAVING AND LOAN 
ASSOCIATION SHARES 


U.S. SAVINGS BONDS 

OTHER U.S. 

GOVT. BONDS 4TH OTR. 19066 
Sao Ora. 1987 


4TH QTR. 
Sao Ora. 1966 


STATE AND LOCAL 
GOVERNMENTS 


CORPORATE 
AND NOTES 
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NOTE: Shares and deposits credit unions, time and 
savings accounts before 1958, were savings and 
—— shares for the first through the third quarters of 


SOURCE: Securities and Exchange Commission. 


deteriorating sharply they might have 
result the advance yields market 
instruments which occurred during the period 
economic expansion and monetary restraint. 
Many banks were paying rates below the 
legal ceiling established under Federal 
serve Regulation and were able therefore 
increase their rates. Evidence reveals, how- 
ever, that the average rate paid time and 
savings accounts commercial banks ad- 
vanced more sharply 1957 than either 
1955 1956. These advances followed the 
Board Governors’ ruling which revised the 
maximum rate from per cent. 
During the following year, from the fourth 
quarter 1957 through the third quarter 
1958, saving the form currency and 
posits totaled $9.4 billion, increase 
per cent over the prerecession year, while 
total financial saving declined from $28.2 
lion $23.9 billion during the year following 
the downturn economic activity. Saving 
time and savings accounts rose $7.7 billion, 
advance more than per cent over the 
previous four quarters. Inducement 
crease this form saving was provided the 
rise yields time and savings deposits rela- 
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tive yields alternative saving forms, 
notably marketable instruments. contrast 
with the period preceding the economic con- 
traction, when both market yields and interest 
rates fixed-value redeemable claims were 
advancing, this period was characterized 
rise time and savings deposits time when 
yields marketable securities were lower rela- 
tively than they had been during the previous 

Total financial saving individuals declined 
more than per cent between the prereces- 
sion year and the year recession and 
recovery. The gains time and savings de- 
posits and the increase purchases savings 
and loan association shares, which exceeded 
the previous year’s purchases per cent 
(partly reflecting the reclassification shares 
and deposits credit unions), obviously 
represented shift the forms finan- 
cial saving. The counterpart this in- 
crease saving was reduced flow saving 
into securities. Indeed, there was net 
liquidation individual ownership secur- 
ities totaling $100 million during the year 
recession and recovery, while saving this 
form totaled $6.3 billion during the preceding 

Government securities was the major change 
individuals’ security holdings contributing 
the net liquidation. Liquidations 
savings bonds totaled only $800 million, how- 
ever, compared with $1.7 billion during the 
prerecession year. significant that these 
securities became relatively more attractive 
medium for saving the 1957-58 period when 
yields marketable instruments declined dur- 
ing period monetary ease. Liquidations 
other Government securities amounted 
$3.9 billion during the period from the 
fourth quarter 1957 through the third 
quarter 1958, while acquisitions these se- 
curities had totaled $1.6 billion during the pre- 
ceding year. 
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Individual Saving 


Individual savings state and local govern- 
ment securities also slowed during the 1957-58 
recession and recovery, despite record offer- 
ings these securities during the first half 
1958. Here, too, there may have been some 
substitution saving media related 
changes the pattern yields alternative 
forms saving. should noted, however, 
that the reduced saving these securities 
resulted primarily from the fact that individuals 
did not elect save this form during the 
third quarter 1958 when bond prices moved 
sharply downward. 

Individuals’ acquisitions corporate and 
other securities also were less the 1957-58 
period than the 1956-57 period, primarily 
because reduced flow saving into 
corporate and other bonds and notes. Net 
liquidations corporation and other bonds 
and notes the second quarter 1958 large- 
were responsible for the reduction this 
form saving during recession and recovery 
compared with the prerecession year. Cau- 
tion must exercised interpreting these 
liquidations response lower yields, how- 
ever, because they arose primarily out the 
redemption Federal National Mortgage As- 
sociation notes and the conversion and fol- 
lowing May American Telephone and 
Telegraph convertible debentures which were 
issued the first quarter 1958. 

Declines also were registered the rate 
other financial forms saving during the 
period recession and recovery. Both private 
and government insurance and pension re- 
serves rose less than they had during the pre- 
recession year. The reduced flow saving 
into private insurance and pension reserves 
represented continuation downward 
trend the growth insurance reserves. 
Government insurance and pension reserves 
rose much less than the preceding year 
because the increase coverage the 
Government insurance program and the rise 
unemployment compensation payments. 
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Individual Saving 


Net financial saving—total financial saving 
less the increase individuals’ debt—declined 
during the year recession and recovery, but 
the decline was moderated reduction 
the rate which individuals incurred mort- 
gage and consumer debt. Net mortgage debt 
incurred during the year was $500 million 
less than during the preceding year. 

significant, however, that mortgage 
indebtedness increased sharply the second 
and third quarters 1958, reversing the 
downward trend which followed the 1955 
housing boom. The decline the rate 
which mortgage indebtedness was incurred 
during 1956 and 1957 may have been partly 


Individuals’ Consumer and Mortgage 
Indebtedness During Expansion 
and Recession 


BILLIONS DOLLARS 


CONSUMER DURABLE 
GOODS PURCHASES 


CHANGE 
CONSUMER INDEBTEDNESS 


NONFARM HOMES 


INCREASE 
MORTGAGE INDEBTEDNESS 


1956 1957 1958 


quarter 1955 and third quarter 1958, less than $50 


NOTE: Nonfarm homes represents construction 
nonfarm dwellings, less net acquisitions of sn 


SOURCE: Securities and Exchange Commission. 


direct response home buyers higher 
terest rates, but undoubtedly also 
response the reduced availability 
gage funds. Higher yields offered alterna. 
tives mortgage investment prompted shift 
the structure institutional investment 
that tended restrain home acquisitions and 
the expansion individuals’ mortgage 
debtedness, particularly guaranteed 
gages. The rise mortgage indebtedness 
during the second and third quarters 1958 
undoubtedly was facilitated increased 
availability mortgage funds, produced 
partly increase the flow savings 
institutional investors who typically invest 
heavily mortgages and partly the decline 
rates return alternatives mortgage 
investment and conventional mortgages. 
Changes the pattern yields alternative 
assets apparently influence both the flow 
saving institutional investors and the choice 
between alternative assets acquired these 
investors. These responses changing yield 
patterns appear have had further repercus- 
sions savings forms through their influence 
the rate which mortgage debt was 
curred individuals. 

decline dissaving associated with the 
reduced rate which consumer indebtedness 
was incurred also tended increase net fi- 
nancial saving during the period recession 
and recovery. This was course response 
the reduction consumer purchases 
durables, especially automobiles. Total con- 
sumer indebtedness declined $200 million over 
this period, whereas dissaving $2.8 billion 
was registered consequence increase 
consumer indebtedness during the year 
ended with the third quarter 1957. During 
the first quarter 1958, individuals’ saving de- 
voted debt retirement totaled $1.8 billion, 
but increase consumer indebtedness 
$1.6 billion over the other three quarters re- 
cession and recovery nearly offset this net 
saving. 


these 
yield 
with 
stant 
whic 
gage 
the 
Yie 
oth 


Addendum 


examination individuals’ financial 
savings during recession and recovery reveals 
two pronounced adjustments the form 
these savings. First, saving forms which 
relatively stable, compared 
with yields market instruments, rose sub- 
stantially, while savings instruments with 
relatively flexible yields declined. fact, in- 
dividuals’ holdings some marketable instru- 
ments were reduced. Second, the rate 
which individuals incurred additional mort- 
gage and consumer debt fell response 
declining levels expenditure housing and 
durable goods during the recession. During 
the period recovery, however, acquisitions 
ofnew homes and mortgage indebtedness rose 
sharply response increases mortgage 
credit availability. 

Recent experience shows clearly some 
the interrelationships between the division 
income and forms spending and saving. 
field patterns appear have had substantial 
influence the pattern saving. the 
other hand, consumer decisions regarding the 
current expenditure durables 
and nondurables and services also have 
influenced the composition net financial 
saving. 

These interrelationships must considered 
carefully interpreting evidence that savings 
time and savings accounts slowed during 
the first quarter 1959 compared with the 
first quarter 1958. review the record 
has shown that this insufficient evidence 


Individual Saving 


for judging over-all saving performance. 
Changes the pattern individuals’ fi- 
nancial saving undoubtedly are occurring 
the current period economic expansion. 
Yield patterns have adjusted sharply since 
recovery commenced and consumer durable 
goods expenditures have risen recent 
months. Shifts yield patterns may induce 
individuals adjust forms saving. These 
adjustments affect fund availabilities vari- 
ous portions the money and capital market 
and changes credit availabilities turn 
have further repercussions individuals’ sav- 
ing patterns. For example, changes relative 
yields that induce individuals reduce cur- 
rent saving time and saving accounts and 
savings and loan shares also tend reduce 
the availability mortgage credit. This 
tendency would accentuated were institu- 
tional investors shift their investment pre- 
ferences response yield adjustments. 
During period sharp economic expansion 
and rising yields marketable instruments, 
the availability guaranteed mortgage funds 
might curtailed apparently was 
the 1956-57 period. the 1956-57 pattern 
were repeated, the rise individuals’ 
mortgage indebtedness might again re- 
stricted reduced credit availability. Fur- 
thermore, the record cyclical responses 
forms saving suggests that individuals’ 
acquisitions debt securities might ex- 
pected rise during period economic 
expansion which was accompanied ad- 
vances yields marketable securities. 
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Two Cycles Steel Output, Capacity, and Employment 
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CAPACITY 


120 120 


100 100 100 


PRODUCTION 
WORKER 


OUTPUT MANHOURS 


°° APR. PROJECTED 


LAST MONTH 
LAST MONTH PLOTTED 
1989 


SOURCE: Output, Federal Reserve Board index steel production; Capacity, and Steel institute series total Production Worker 
Department Labor series employment and average weekly hours biast furnaces, steelworks, and rolling mills. 


BANKING THE TENTH DISTRICT PRICE INDEXES, UNITED STATES 
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TENTH DISTRICT BUSINESS 
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